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ABSTRACT

Many factors can affect the financial status of a nonprofit entity, but at the core level,
financial condition is the ability for an organization (for-profit or not-for-profit) to meet current
and future financial commitments. Moreover, further insight into this definition is more
complex in nature according to some academics. Maher, Ebdon, and Bartle (2020) mention
definitions for financial condition that focus on time. For example, short-term financial health
typically focuses on the ability to meet obligations in a 30 to 60-day period with cash on hand.
Long term financial condition includes the capacity for an organization to meet annual
obligations and other long-term liabilities like employee benefits. McDonald (2017) provides
that financial condition also pertains to the ability of a local government (or a nonprofit) to
provide services at an adequate level. Assessing financial condition is helpful to both donors,
the public, nonprofit decision makers, and other stakeholders. Federally required financial
disclosures like Form 990 and other voluntarily audited disclosures can help stakeholders of
nonprofits determine if an organization has the resources needed to satisfy its mission.
Assessing financial metrics that concern liquidity, expenses, revenue, operations, and others are
helpful in the determination of overall financial health. Again, the main goal of a financial
condition analysis is to ascertain that an organization can meet current and future obligations.
The following research presents the results of a financial condition analysis conducted
for three Louisville, Kentucky based arts nonprofits: the Louisville Orchestra, the Louisville
Ballet, and the Speed Art Museum. These organizations were chosen because these are some of
the premier arts organizations in Kentucky. Additionally, because these organizations are notfor-profit entities their financial data is publicly and readily available due to required disclosures
2|P a g e

by the IRS in Form 990. This research assessment provides stakeholders of nonprofit entities
with insight into the analysis of financial condition using these three arts organizations as
examples.

LITERATURE REVIEW

Ratio analysis is a tool that can be utilized to assess financial condition. With the
unavailability of nonprofit comprehensive financial reports, voluntary annual reports and Form
990 are some of the only resources available to assess financial condition. Although nonprofits
measure their success on the fulfillment of their mission rather than profit, bottom line is still
important as continuity of the mission is rooted in financial success. Certain financial indicators
can assist nonprofit leaders in assessing financial health in relation to their organization’s
mission. The following section pertains to ratios and indicators used to assess financial
condition provided by nonprofit and financial scholars, researchers, and experts.
FINANCIAL RATIO ANALYSIS

Dr. Anne Abraham (2006) states that ratio analysis is a tool used by organizations to
assess their profitability, liquidity, and sustainability. This tool can be used to answer a variety
of mission-based questions and is key to analysis of financial control and impact relative to the
mission. These questions are:
•

Are financial resources sufficient to support the mission?

•

What financial resources are available to support the mission?

•

How are financial resources used to support the mission?

•

Are financial resources applied efficiently and effectively to support the mission?
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Cashwell, Copley, and Dugan (2019) suggest that 8 ratios be used by nonprofit
organizations to analyze liquidity, operations, and spending. Two of these ratios, the days cash
on hand ratio and the months of spending ratio measure liquidity and can indicate financial
distress. Days cash on hand measures the of the amount of days existing cash and equivalents
can cover expenses. Larger values denote strong liquidity, however there is an opportunity cost
to retaining large cash reserves.
Days Cash on Hand
(Cash + cash equivalents) / [(Total expenses – depreciation expense)/ 365 days]

Next, the months of spending ratio incorporates receivables to determine how many
months of operations can be covered. The months of spending ratio assumes enough
receivables will be collected to sustain operations for certain a number of months. Higher
values denote stronger liquidity.
Months of Spending
(Current assets – current liabilities + temporary restricted net assets) / [(Total
expenses – depreciation expense)/ 12 months]

Three ratios, the savings indicator, the contributions & grants ratio, and the fundraising
efficiency ratio can create a picture of how an organization is doing in operating areas. The
savings indicator is a measure of net revenues kept by an organization as a percentage of total
expenses. Nonprofits should maintain a surplus if they desire to replace existing facilities or to
eliminate debt. This ratio should be evaluated in comparison to the organizations expected
needs.
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Savings Indicator
(Revenues - expenses) / total expenses

The contributions and grants ratio measures which are received from donors and
grantors relative to total revenues. This ratio measures the organization’s dependence on
voluntary contributions and as such, high values indicate unvaried revenue sources and greater
vulnerability to economic downturns.
Contributions and Grants
Contributions and grants revenue / Total Revenue

Finally, the last operating ratio, fundraising efficiency, indicates the number of
contributions raised for each dollar of fundraising expenses. The higher the value, the higher
the fundraising efficiency.
Fundraising Efficiency
Total contributions (other than government grants) / fundraising expenses

Spending ratios measure a specific expense category as a percentage of total expenses.
Essentially, spending for program expenses are good, while management and fundraising
expenses should be minimized to allow for more mission-based spending. The program service
expense measures mission-based expenses relative to total expenses. Donors tend to view
higher values as desirable.
Program Service Expense
Program service expenses / total expenses
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Management expense measures the management and general costs relative to total
expenses. Donors tend to view higher values as negative as this shows that not enough
resources are being targeted towards mission-based objectives.
Management Expense
Management expenses / total Expenses

Fundraising expense is a measure of fundraising costs relative to total costs. Donors
view higher fundraising costs as negative as this shows resources are not being used for
mission-based programs.
Fundraising Expense
Fundraising expenses / total Expenses

Cashwell, Copley, and Dugan (2019) recommend for these ratios to be evaluated against
a benchmark calculated as an average from a comparison group. The organizations from the
comparison group should be comparable in terms of size and mission. Additionally, they
recommend for the ratios to be evaluated overtime to address changing conditions. The
authors recommend using at least 5 years of data when conducting a trend analysis.
Myser (2016) defines financial distress as the inability for an organization to meet its
short-term liabilities like payroll or payments to credits. Therefore, it is important to examine
cash and cash equivalents to assess financial distress. Myser goes on to explain that ratios that
address solvency and liquidity are needed to analyze fiscal distress. The current ratio, the quick
ratio, and the cash on hand ratio are used to examine distress.
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Quick ratio
Cash + marketable securities / current liabilities

Current Ratio
Current assets / current liabilities

Research referenced by Myser (2016) suggest that organizations with higher earnings
are less likely to report financial problems. Additionally, organizations who can keep, expenses
and debt low will be less likely to experience distress. These two ratios are almost identical to
the liquidity ratios suggested by Cashwell, Copley, and Dugan but they do not measure liquidity
in reference to time but as a percentage of current liabilities. The ratios suggested by Myser will
not be used in this analysis as the days cash on hand and months of spending ratios illustrate a
more specific status of liquidity.
Using the ratios mentioned in the literature and as described in this section, the
following section will outline and describe the research design and strategy used to gather and
compute financial data to assess the Louisville arts organizations in this study.
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RESEARCH DESIGN

In this capstone research study, the financial condition of three Louisville arts
organizations is being reviewed. The organizations include the Louisville Ballet, the Louisville
Orchestra, and the Speed Art Museum. The financial data of these organizations are being
measured and compared using the last 5 years of available data. Revenue and expenses, assets
and liabilities, liquidity, and fundraising efficiency of the organizations are being analyzed
primarily by using ratios and financial indicators. All financial data, totals, and amounts to
compute ratios are found in the organizations’ Form 990. The research design regarding the
three Louisville arts organizations in terms of data collection, sources, and other considerations
regarding the research design is described in the following sections.

RESEARCH QUESTION

The purpose of this research is to determine if the premier art institutions in Louisville,
Kentucky are financially healthy. To determine this, a financial condition analysis has been
conducted. Additionally, this research reveals trends between these organizations. For instance,
these trends revealed similarities and difference in fundraising efficiency, spending proportions,
liquidity positions, and others.

RESEARCH DESIGN

The study includes descriptive research comparing and computing financial data across
the organizations. This design is quantitative in nature and incorporates the use of financial
ratios as they serve as indicators that assist nonprofit stakeholders in assessing financial
condition.
The research will assess financial data of three arts nonprofit organizations in Louisville,
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Kentucky. These organizations include the Louisville Ballet, the Louisville Orchestra, and the
Speed Art Museum. Additionally, the research will assess financial data from the last 5 years of
available financial data.
Data will be collected from Form 990 that organizations must file with the IRS annually.
These amounts are tied to disclosures that are included in Form 990. For instance, data
amounts computed into ratios are stated in the Balance Sheet, the Statement of Functional
Expenses, and the Statement of Revenue. Form 990 is a reliable and accurate source of
nonprofit financial data. These forms are often prepared by third party accountants hired by
nonprofits. Additionally, the IRS reviews these forms for errors, and then conduct random
compliance checks on these organizations. Additionally, the IRS conducts audits to determine
an organization’s continued qualification for nonprofit status. Therefore, financial information
in these forms are reliable as purposeful misstatements in these forms are against the law.
Certain financial data, for example total expenses or contributions, will be computed by
using different ratios that assess financial condition. For instance, one ratio is one that can
assess the liquidity. This ratio is the number of days of cash on hand. It reveals how many days
an organization can cover expenses with the amount of cash and cash equivalents on hand.
Each ratio used to assess different aspects of financial condition will be compared overtime to
assess how the organization’s ratios and totals for different account categories have changed.
These ratios assess liquidity, expenses, fundraising efficiency, and others financial metrics.
Results from the computations described in this section for each organization studied
are reviewed in the next section.
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RATIO ANALYSIS

The following sections will compare various financial ratios computed using financial
data from the Louisville Orchestra, the Louisville Ballet, and the Speed Art Museum. The ratios
pertain to liquidity, operational effectiveness, and spending concentration. The results will be
benchmarked against average ratio values from financial data provided by over 200,000
nonprofits computed by Cashwell, Copley, and Dugan (2019) from information available from
the IRS. Additionally, these average values used to benchmark are divided into 5 categories
based on total assets. The following ratios are computed from financial data provided in Form
990 over the last 5 fiscal years (2015-2019). Data from fiscal year 2020 is not readily available
yet. Please note data from fiscal year 2016 is not available for the Louisville Ballet. Data from
fiscal year 2014 is used for analysis of the Ballet to make up for this lack of data.
LIQUIDITY

Liquidity is an important measure of financial health because it determines if an
organization is prepared to quickly address periodic declines in revenue. Two ratios, the days
cash on hand ratio and the months of spending ratio are used in this analysis to measure liquidity.
Days Cash on Hand: Louisville Ballet
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The Louisville Ballet’s liquidity has been on the decline over the last 5 years. In the fiscal
year ending in 2015, the days cash on hand was 54. In 2019, their days cash on hand sank to 10
days, a decrease of over 82%. Additionally, the number of months available to cover expenses
in 2015 was 3.71 months. In 2020, months of spending fell to 0; a 100% decrease from 2015
levels.
Speed Art Museum: Months of Spending
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Unlike the Louisville Ballet, the Speed Art Museum has a strong liquidity position due to
its large savings and temporary cash investments. In the fiscal year ending in 2015, the days
cash on hand was just shy of 186 days. In the fiscal year ending in 2019, days cash on hand
declined to 111.5 days. While the days cash on hand value declined by 40% from 2015 to 2019
it is relatively high, especially in comparison to the Louisville Ballet. In general, keeping more
than 90 days cash on hand can be thought to be wasteful. Since the Museum has had more
than 90 days cash on hand in multiple years, it may want to rethink this practice. Additionally,
like the Louisville Ballet, the Speed Art Museum’s months of spending decreased by 56% from
2015 to 2019. However, as of 2019, the Museum can cover over a years’ worth of expenses
with its existing assets. In 2016, the Museum’s days cash on hand value was 232.6, its highest
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point over the last 5 years. The Museum would have been able to cover 49.9 months of
expenses with the current assets it had in 2016.

Lousiville Orchetra: Days Cash on Hand
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Dissimilar from the Louisville Ballet and the Speed Art Museum, the Louisville
Orchestra’s days cash on hand value increased over the period studied. In 2015, that value was
a little over 22 days. In 2019, the value has since increased to a little over 105 days, an increase
of 371%. With 105 days cash on hand, the Louisville Orchestra has more than 3 months of cash
available for spending during downturns which meets the general benchmark for ideal reserves.
Like both the Louisville Ballet and the Speed Art Museum, the Orchestra’s months of spending
value decreased from 2015 to 2019. In 2015, this value was 7.6 months. By 2019, months of
spending decreased by 43% to approximately 4.4 months. The average value for months of
spending for nonprofits with total assets between $1 million and $10 million was 3.84 months
in 2019. Although the Orchestra’s months of spending value declined in the last 5 fiscal years, it
is slightly higher than the average nonprofit of similar size. This indicates that the Orchestra is in
a better financial position, in terms of long-term liquidity, than nonprofits with similar total
assets.
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OPERATIONAL EFFECTIVENESS

Operating ratios can be used to measure how effective a nonprofit is in directing
activities and using resources to deliver outcomes and services. In this analysis, three ratios, the
savings indicator, the contributions and grants ratio, and the fundraising efficiency ratio are
used to address the chosen Louisville art nonprofit’s operational effectiveness.

SAVINGS INDICATOR

The savings indicator measures net revenues an organization retains as a percentage of
expenses. This ratio can be analyzed in conjunction with liquidity. For organizations who are
comfortable with their liquidity position, they may aim for a number that is near zero as this
would indicate a nonprofit used most of its revenue. However, some organizations may be
required to maintain a surplus to pay down debt or to replace facilities. Therefore, this ratio
should be analyzed in context with the anticipated needs of the organization. Cashwell, Copley,
and Dugan (2019) point out it is commonly misunderstood that operating surpluses are
undesirable as this would indicate that a portion of revenue was not directed toward mission
driven activities. Surpluses can be desirable for organizations that want to strengthen their
liquidity position and several other organizational goals.
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Savings Indicator: Louisville Arts Nonprofits
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The Louisville Orchestra’s savings indicator exhibited volatile behavior over the past 5
years. In 2015, 2017, and 2019 this value was near 0 percent. In 2016, this value was -13%. In
2016, the Orchestra’s liquidity was not the strongest by any means. A negative savings indicator
in conjunction with weak liquidity is concerning. In 2018, the Orchestra’s savings indicator ratio
value was 12.93%.
Like the Louisville Orchestra, the Louisville Ballet’s savings indicator ratio exhibited
volatile behavior over the past 5 years. In 2014 the value was near 0, but in 2018 and 2019 this
value was negative by more than 12%. In 2015, a large surplus equal to 21% of unused revenue
over expenses existed.
Unlike the Louisville Ballet and the Louisville Orchestra, the Speed Art Museum’s savings
indicator was negative every year for the last 5 years. Due to the strong liquidity position of the
Museum, the deficits that Museum is running at may indicate that the board is okay operating
with a deficit because it has enough assets to cover liabilities. However, the large deficits the
Museum is operating with is none the less concerning. Because the Museum is a collecting
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institution, the Museum may be operating at a deficit due to new acquisitions and the recent
expansion of the Museum’s facilities. The Museum may also be using restricted funds to cover
theses deficits.

CONTRIBUTIONS AND GRANTS RATIO

The contributions and grants ratio exhibits the extent of an organization’s dependence
on external support. The ratio is a measure of contributions and grants revenue as a percentage
of total revenue. Higher values signal that an organization has a reliance on too few revenue
sources, thus making an organization more vulnerable to economic downturns. The Louisville
Orchestra and the Ballet will be evaluated against a benchmark of 47%. The benchmark for
similar sized organizations comparable to the Speed Art Museum is 15%.

Contributions and Grants Ratio: Louisville
Arts Nonprofits
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Of the three nonprofits, the Louisville Orchestra appears to rely on contributions and
grants more than the others. Over the past 5 years, an average of 65.5% of revenue was
attributed to grants and contributions. The Orchestra’s reliance on contributions and grants has
fallen slightly since 2015. In comparison to the benchmark for average nonprofits, the
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Orchestra’s concentration of contributions and grants revenue is approximately 39% larger than
the comparison benchmark for the Orchestra.
The Louisville Ballet’s contributions and grants ratio averaged 57.4% over the last 5
years. The Ballet has more diverse sources of revenue than the Orchestra, with a little over half
of its revenues coming from contributions and grants. From the 2014 to 2019, the ratio
increased by 34.1% to 67.4 % of revenues being attributed to contributions and grants. With
between $1 million to $10 million in total assets, the average contributions and grants ratio of
57.4% for the Ballet over the last 5 years is significantly higher than the 47% benchmark. In
2018, the Ballet came close to the benchmark when the ratio was about 48%.
Of the three Louisville arts organizations, the Speed Art Museum had the lowest
contributions and grants ratio, averaging 55.4% over the last 5 years. When compared to similar
organizations with total assets that are over $50 million, the Museum’s contributions and
grants ratio is significantly higher than the average value of 15%. From 2016-2018, the ratio was
under 50%, still extremely higher than the benchmark. In 2015, almost 73% of the Museum’s
revenue was attributed to contributions or grants, the highest value of any of the three arts
organizations for any year. By 2019, this value fell to a little over 61%, still a significantly higher
value than the benchmark of 15%.

FUNDRAISING EFFICIENCY

Fundraising efficiency is a measure of the average cost to raise a dollar. This ratio is a
measure of total contributions over fundraising expenses. Higher values point towards a
greater fundraising efficiency. For example, if the value for an organization’s fundraising
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efficiency is $10, the organization raises $10 per every dollar spent on fundraising. The
Louisville Orchestra and Louisville Ballet’s total assets fall into the $1 million to $10 milliondollar range, therefor they will be compared to the average fundraising efficiency value of
$11.45 for nonprofits in the same range. The Speed Art Museum has total assets of over $50
million and its fundraising efficiency will be compared to the average fundraising efficiency for
nonprofits with over $50 million in total assets which is $12.86.
Fundraising Efficiency: Louisville Orchestra
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Over the last 5 years, the Louisville Orchestra has averaged a fundraising ratio of $13.90.
In comparison, to the benchmark value of $11.45, the Orchestra’s average is about 21% higher
than the benchmark. Over the last 5 years, the Orchestra’s fundraising efficiency was above the
benchmark rate in every year except in 2016 when the value was $9.68. While this value is
under the average value for similar in size organizations, it is above the minimum fundraising
efficiency value of $2.85 recommended by Charity Watch, a nonprofit who provides
information about financial efficiency, accountability, and fundraising for charities (Cashwell,
Copley, and Dugan, 2019).
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Fundraising Effiency: Louisville Ballet
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Over the past 5 years the Louisville Ballet has averaged a fundraising efficiency of 19.89.
For 2014, 2015, and 2017, the Ballet posted strong fundraising efficiency values over $23, its’
highest being $35.54 in 2015. In 3 of the 5 years measured, the Ballet posted excellent
fundraising efficiency values, averaging $28.27 over those 3 years. Fundraising efficiency fell
drastically to $9.14 in 2018 and fell in the following year to $5.49. Additionally, from 2014 to
2019, this value has declined by approximately 79%. The 2019 fundraising efficiency is
significantly lower than the benchmark ratio of $11.45.

Fundraising Efficiency

Fundraising Effiency: Speed Art Museum
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Of the three Louisville arts organizations, the Speed Art Museum has the worst
fundraising efficiency. Over the last 5 years, the Museum averaged a value of $6.41. This value is
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significantly below the average benchmark ($12.86) for nonprofits of a similar size. What is more
concerning is the Museum’s fundraising efficiency exhibited a downward trend, decreasing by
close to 40% from 2015 to 2019. While this amount is still over the $2.85 minimum recommended
by Charity Watch, it is still significantly lower when compared to similar sized organizations.

SPENDING RATIOS

Analyzing expense concentrations is thought by some to be a helpful tool in revealing
the production function of a nonprofit. Spending ratios measure a specific expense type in
comparison to total expenses. The three traditional expense ratios used in not-for-profit
analysis focus on management expenses, fundraising expenses, and program service expenses.
These three ratios will be benchmarked against the average values of these ratios from over
200,000 nonprofits computed from data provided by the IRS.

MANAGEMENT EXPENSE

The management expense ratio is a measure of management and general costs, like
salaries, benefits, and operational expenses like office supplies, as a percentage of total
expenses. Donors, board members, and other stakeholders tend to view higher values as
unfavorable because this shows that resources are not being spent directly on mission-related
programs. However, management expenses are necessary to propel mission-based activities
and staff are required inputs for mission related outputs. Therefore, management expenses can
be thought of as mission related expenses, but many do not view them in this lens. For
benchmarking purposes, the management expense ratio values for the Louisville Ballet and the
Louisville Orchestra are benchmarked against the average value for organizations with similar
total assets which is 12.6%. The Speed Art Museum has over $50 million in total assets and
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therefore is evaluated against an average value of 12.4% for organizations that are comparable
in size.
Over the last 5 years, the Louisville Orchestra has averaged a 10.4% management
expense ratio, which is about 16% lower than the benchmark rate. The management spending
for the Orchestra increased from 7.5% in 2015 to 10.8% in 2019, which is approximately a 44%
increase. Over the 5-year period, the management expense ratio value exceeded the
benchmark only once.
The Louisville Ballet has averaged a management expense ratio of 8.8%. While at first
this may look desirable, the management expense ratio values for 2014, 2015, and 2017 are
significantly under the benchmark. In 2018 and 2019, the values were higher than the
benchmark and therefor the average management expense ratio average over 5 years is
misleading. The low amounts in the first three years are concerning as mission goals may not
have been met due to staff shortage. From 2014 to 2019 the Ballet’s management expense
concentration increased by approximately 145%. Additionally, in 2019 the ratio was 13.5%, but
only about 7% higher than the benchmark rate of 12.6%.
With a value of approximately 16%, in contrast to both the Louisville Ballet and
Orchestra, the Speed Art Museum’s average management expense ratio is higher than the
benchmark rate for similar sized organizations. It is important to note, the concentration of
management expenses has decreased by about 20% since 2015 to a value of 13% in 2019. In
2019 this value was only 5.1% higher than the benchmark rate of 12.4%. While the high
management expense concentration may be concerning, the value has decreased overtime and
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it is important to understand that a museum the size of the Speed Art Museum employs many
individuals.
Management Expense Ratio
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PROGRAM SERVICE EXPENSE

Program service expenses are those that are spent on mission related programs. Like
the management expense ratio, the program service expense ratio is calculated as a percentage
of total expenses. It is important to realize that the program service expense ratio does not
measure the effectiveness of mission driven programming. The Better Business Bureau
recommends that this value should be 65% at the bare minimum (Cashwell, Copley, and Dugan,
2019). The Louisville Orchestra and the Louisville Ballet will be benchmarked against an average
value of 85.2% ($1 million – $10 million in total assets) and the Speed Art Museum will be
compared to an 86.8% (>$50 million) benchmark.
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2019

Program Service Expense Ratios
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The Louisville Orchestra’s program expense ratio has averaged 85.6% over the last 5
fiscal years. While the program service expense concentration decreased by approximately
5.2% over the past 5 years, the 2019 value of 84% is not alarming as it is only 1.4% less than the
benchmark rate of 85.2%. Over the last 5 years, the program expense ratio maintained a value
close to the benchmark in every year except 2015 in which the value was 88.6%, indicating the
organization spent 4% more on mission related expenses in comparison to its peers.
The Louisville Ballet’s average program service spending ratio of 86.8% is similar to the
Louisville Orchestra ‘s, however this average may be misleading. From 2014 to 2017, the
Ballet’s program service concentration averaged 94% and values were in the 90th percentile in
each year. In 2018 and 2019, the Ballet’s program service spending slipped to below 80%. From
2014 levels, the Ballet’s program service spending dropped by 18%, to a value of 75.7% which is
11.1% lower in comparison to the benchmark rate of 85.2%. While this decline in mission
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related spending is higher than the Better Business Bureau’s minimum of 65%, it is none the
less concerning.
The Speed Art Museum’s average program expense ratio value was less than both the
Louisville Orchestra and the Ballet. In comparison to nonprofits of similar size, the Museum’s
average ratio over the last 5 years was 79.4%, 8.5% lower than the benchmark of 86.8%.
Although the Museum’s program service spending may not be desirable to some donors, the
program service spending has increased since 2015. By 2019, mission-based spending increased
by 5% to 82.1%. While the program service expense ratio did make gains towards the
benchmark rate, it is still 5% removed from this benchmark, yet the upward trend in growth is
encouraging.

FUNDRAISING EXPENSE RATIO

The fundraising expense ratio measures the concentration of expenses spent on
fundraising in comparison to total expenses. Additionally, this ratio can be analyzed in
comparison with fundraising efficiency. Because both the Louisville Orchestra and Ballet total
assets are between $1 million and $10 million, they will be compared to similar organizations in
the same range. The average fundraising expense ratio for nonprofits in this range is 2.2%.
Additionally, the Speed Art Museum will be compared to a benchmark of 0.8%.
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The Louisville Orchestra has averaged a fundraising expense ratio of 4.9% from 2015 to
2019. This value is significantly higher than benchmark rate of 2.2% by 123%. Since 2015,
fundraising spending has increased by 35% to a value of 5.2% in 2019. While fundraising
spending has increased, fundraising efficiency decreased for the Orchestra by 28.7%. While
fundraising expenses are relatively high in comparison to the benchmark, donors may be
concerned with the high concentration of fundraising costs.
With a similar average to the Louisville Orchestra, the Louisville Ballet averaged a
fundraising expense ratio of 4.4%. Like the Orchestra, this value is also significantly higher than
the benchmark rate. Specifically, the Ballet’s average is 100% higher than the benchmark.
However, this average can be misleading. While the Ballet averaged 2.2% from 2014 to 2017,
values of 4.5% in 2018 and 10.8% in 2019 skew the average causing the average to be
nonrepresentative of the data from the past 5 years. From 2014 to 2019, the proportion of
fundraising spending increased by 428.2% to a value of 10.8%. The fundraising expense ratio in
2019 is 429% higher than the 2.2% benchmark. This sharp increase and the large fundraising
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spending concentration are concerning, especially since fundraising efficiency has declined
significantly since 2014. For instance, the fundraising efficiency for the Ballet decreased from
$25.54 in 2014 to $5.49 in 2019, a decrease of approximately 78.5%.
In relation to both Louisville Ballet and the Louisville Orchestra, the Speed Art Museum
averaged a fundraising expense ratio over the past 5 fiscal years of 4.7%. This is significantly
higher than the benchmark of 0.8% by approximately 487.5%. From 2015 to 2019, the
Museum’s portion of fundraising expenses decreased by 16.6%. While the Louisville Orchestra’s
fundraising expense ratio increased steadily and the Ballet’s increased sharply, the Museum’s
fundraising spending has been volatile. For example, from 2015 to 2016, the expense ratio
decreased by 57.1%. In the following year, the expense concentration then increased by 42%.
This pattern of sharp increases and decreases continued for the next two years. This could be
concerning because large increases in fundraising spending did not appear to have an impact
fundraising efficiency. For example, in 2016 fundraising efficiency increased by 18% while the
proportion of fundraising expenses declined by 57.1% from the previous year. Additionally, in
2017, while the proportion of fundraising expenses increased by 42%, the fundraising efficiency
in comparison to the previous year decline by 15%.
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CONCLUSIONS

This report details how ratio analysis can be used to conduct a financial condition
analysis for nonprofit organizations. No standard method to conduct a financial condition
analysis is mandatory or exists. However, the methods used in this analysis can be used by
financial managers of nonprofit organizations, donors, board members, and other stakeholders
to aid decision making. In this section, conclusions and findings from the data will be addressed
for each organization studied in this report.

LOUISVILLE ORCHESTRA

While the Orchestra’s months of spending ratio decreased over the last 5 fiscal years,
the Orchestra’s liquidity position is strong. The Orchestra’s cash on hand has increased
dramatically since 2015 to 105 days. Additionally, the Orchestra can address almost 4 months
of spending with its current assets. Over the last 5 years over 65% of the Orchestra’s revenue
was derived by contributions and grants, indicating the Orchestra revenue stream is somewhat
diverse and less susceptibility to economic down turns. In terms of fundraising, the Orchestra
spends more on fundraising than the average nonprofit, however they have averaged
approximately $13.90 dollars raised for every dollar spent on fundraising. Additionally, the
Orchestra’s spending portion for program services averaged 85.6% and management expenses
averaged 10.4%. Both these values are attractive to donors who may be encouraged by them.

LOUSIVILLE BALLET

The Louisville Ballet’s financial condition is concerning. Over the past 5 years its liquidity
position has weakened significantly. Days cash on hand has fallen by 82% to 10 days since 2014
and the Ballet’s months of spending ratio value is 0. The savings indicator reveals the Ballet ran
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two consecutive deficits in the last two years, totaling a 25.7% decline in savings. Additionally,
the Ballet’s revenue streams are somewhat diverse, yet the Ballet’s revenue from contributions
and grants average is about 57% higher than the average rate (47%) for similar organizations. In
terms of fundraising, the Ballet’s fundraising efficiency drastically fell while fundraising
expenses increased dramatically at a rate that is 429% higher than the average nonprofit with
similar total assets. In the most recent year, the Ballet’s mission-related spending decreased to
75.7%. Management spending increased by 347% from 2014 to 2018, with 18.2% of spending
being attributed to management expenses in the most recent year.
SPEED ART MUSEUM

The Speed Art Museum’s liquidity position is strong. As of 2019, it has enough current
assets to cover current liabilities for almost 2 years. Additionally, it has enough cash on hand
that can cover up to 111 days’ worth of expenses. However, the Museum has operated with a
deficit in each of the last 5 years, with the average deficit being 39.3% each year. The Museum’s
revenue stream is concerning due to limited diversity. With an average contributions and grants
ratio of 55.4%, the Museum’s reliance on contributions is significantly higher than the average
peer organization whose average contributions and grants ratio sits at 15%. The Museum’s
management expenses exhibit a declining trend over time and the proportion of mission
related expenses has stayed close to the benchmark rate over the last 5 years. In terms of
fundraising, the Museum’s fundraising spending has exhibited a slight upwards trend, although
the Museum’s fundraising efficiency has declined.
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